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The  Irving  National  Bank  of 
New  York,  delivered  before  the 
New  York  Chapter  of  Bank 
Clerks,  April  1 2th,  1906*  * . . 


The  Credit  Man  in  a Bank. 


Fellow  Bank  Men: 

To  say  that  I appreciate  the  privilege  of 
addressing  you  to-night,  might  sound  like  a 
mere  formality,  but,  believe  me,  I am  veiy  glad 
to  avail  myself  of  your  invitation  to  talk  with 
you  for  a short  time  upon  the  subject  of  credits 
from  the  view-point  of  a Credit  Man  in  a Bank. 

Officers  of  Banks  are  as  a rule  busy  men,  ’ 
and  if  they  are  not,  they  should  be,  as  a 
conscientious  regard  for  the  full  discharge  of 
their  duties  and  responsibilities  requires  close 
application  and  the  expenditure  of  much  time. 

In  the  banking  business,  those  who  have 
advanced  to  official  station  and  whose  experi- 
ence, if  given,  will  prove  of  value  to  those 
who,  in  the  natural  course  of  events,  will  suc- 
ceed them,  should  not  hesitate  to  spend  them- 
selves in  the  effort  to  advance  their  profession. 
Consequently,  no  matter  how  busy  a bank 
officer  mav  be,  he  should  devote  a little  of  his 
time  at  least  to  the  education  and  enlighten- 
ment of  senior  and  junior  clerks  who  are  anx- 
ious to  better  themselves,  and  to  render  more 
efiicent  and  intelligent  service  to  the  institu- 
tions with  which  they  are  connected. 

I have  been  pleased  to  observe  the  keen  in- 
terest you  have  evinced  in  financial  questions, 
and  sincerely  hope  that  that  interest  will  not 
flag,  but  that  on  the  contrary  it  may  be  in- 
tensified as  the  days  pass. 
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Having  been  trained  essentially  as  a credit 
man,  I perhaps  may  have  a pardonable  preju- 
dice in  his  favor,  but  I do  not  believe  that  any 
bank  officer  will  endeavor  to  controvert  the 
statement  that  the  credit  department  in  a 
banking  institution  is  in  many  respects  the 
most  important  one,  especially  where  that  in- 
stitution either  discounts  or  purchases  a large 
amount  of  paper  not  secured  hy  collateral.  A 
moment’s  reflection  will,  I think,  convince  you 
of  this,  from  the  fact  that  it  is  a verv  easv 
matter  to  loan  money,  but  quite  another  thing 
to  effect  its  collection  when  due.  So  great  a 
sage  as  Franklin,  in  his  Poor  Richard’s  Alman- 
ac, said,  “ If  you  would  know  the  value  of 
money  go  and  try  to  borrow  some,  for  he  that 
goes  a-borrowing  goes  a-sorrowing,  and  indeed 
so  does  he  that  lends  to  such  people  when  he 
goes  to  get  it  in  again.” 

If  the  credit  department  is  carefully  man- 
aged, it  can  be  made  a great  conserver  of 
profits  which  accrue  to  the  bank  in  the  ordi- 
nary course  of  its  business.  The  credit  depart- 
ment must  necessarily  be  located  within  the 
convenient  reach  of  the  executive  staff,  and 
the  credit  man  must  enjoy  the  confidence  of 
the  officers,  if  he  is  to  successfully  handle  his 
department  and  secure  the  best  results.  lie 
must  be  a young  man  of  good  address  to  win 
the  respect  and  good-will  of  those  from  wdiom 
he  seeks  information  on  behalf  of  his  bank. 

He  must  have  an  intelligent  idea  of  account- 
ing, and  be  able  to  quickly  detect  the  weak 


iwy'scuuui 


f 


4 


1 

» 

I 

I 


points  in  a statement  given  as  a basis  for  i 
credit.  If  he  is  sent  bv  his  bank  to  look  over 
a- concern’s  books  he  must  have  a knowledge 
of  bookkeeping  and  business  customs  that  will 
serve  to  intelligently  acquaint  him  with  the 
situation,  so  that  he  can  satisfactorily  report 
his  investigation  to  the  officers  of  the  bank  and 
thus  place  them  in  a position  to  determine 
whether  or  not  the  line  of  credit  is  to  be  con- 
tinued or  curtailed.  ' 

It  is  not  absolutely  essential  but  useful  for  i 
him  to  have  a practical  knowledge  of  short- 
hand, so  that  after  an  interview  he  may  quick- 
ly reduce  to  writing  the  information  he  has 
gained.  In  the  course  of  my  experience  1 
have  sometimes  had  credit  men  attempt  to 
take  down  in  shorthand  the  information  fur- 
nished, but  this  is  always  objectionable,  as  one  ’ 
who  is  interviewed  has  a natural  aversion  to  ' 
being  reported  verbatim.  This  mistake  should  ; 
be  avoided,  as  it  locks  rather  than  unlocks  a 
man’s  lips. 

The  value  of  the  credit  department  in  a 
bank  is  becoming  more  and  more  to  be  recog- 
nized in  bank  administration,  and  within  re-  ■ 
cent  years  in  the  large  City  banks,  it  has  been  : 
the  department  from  which  the  credit  man  has 
been  promoted  to  a junior  office rship.  If  I 
had  my  choice,  I would  rather  be  in  the  credit  , 
department  of  a bank  than  in  any  other,  from 
the  fact  that  it  places  a young  man  in  close 
touch  with  the  officers,  and  if  he  is  made  of  ' 
the  right  kind  of  stuff,  it  will  in  all  probalul- 
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ity  «i;ive  him  an  opportunity  for  advancement. 

The  making  of  credit  is  being  steadily  re- 
(luced  to  a scientific  basis.  To  be  a successful 
credit  man  one  must  of  necessity  be  possessed 
of  well  balanced  judgment.  He  must  be  fear- 
less, and  have  the  courage  of  his  convictions. 
A reckless  credit  man  could  soon  plunge  a 
bank  into  difficulty.  The  credit  man  must  be 
conservative,  but,  at  the  same  time,  he  must 
have  a proper  regard  for  the  progress  and  ad- 
vancement of  the  institution  with  which  he  is 
identified.  He  must  necessarily  take  some  risks 
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but  should  always  keep  within  the  line  of 
reasonable  safety.  It  is  easy  to  turn  down 
risks  that  do  not  entirely  recommend  them- 
selves, but  this  would  not  be  the  test  of  a 
credit  man’s  ability,  for  he  should  so  balance 
his  judgment  as  to  know  what  paper  is  likely 
to  be  paid.  Where  banks  loan  money  entirely 
u})on  collateral  security  there  is  no  opportu- 
nity for  the  exercise  of  a credit  man’s  skill, 
but  few  banks  nowadays  are  so  operated.  It 
is  necessary  to  assume  ordinary  business  risks, 
and  no  risk  should  be  refused  unless  there  be 
connected  with  it  some  circumstance  which 
gives  rise  to  suspicion  as  to  the  integrity  of  the 
party  seeking  the  accommodation.  It  is  a 
good  deal  better  sometimes  to  lose  a little 
money  than  for  a credit  man  to  reach  that 
point  of  timidity  that  prevents  him  from  tak- 
ing on  anything  but  gilt  edged  loans.  Law- 
yers’ bills  are  heavy,  and  collections  of  slow 
accounts  are  tedious,  and  no  credit  man  relish- 
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es  receiving  a notice  from  the  mercantile  agen- 
cy of  the  emVjarrassment  of  one  of  the  bank’s 
borrowing  clients,  but,  at  the  same  time,  he 
should  not  permit  himself  to  be  so  contracted 
in  his  ideas  as  to  exclude  every  risk  that  does 
not  entirely  recommend  itself  to  his  judgment. 

There  was  great  reluctance  years  ago  on  the 
part  of  firms,  corporations  and  individuals  to 
make  detailed  exhibits  of  their  affairs  to  their 
banks  from  year  to  year,  so  as  to  enable  such 
institutions  to  more  closely  inform  themselves 
of  their  condition,  but  within  recent  years  this 
custom  has  undergone  a radical  change,  so  that 
nowadays  it  is  the  exception,  rather  than  the 
rule,  for  any  firm,  corporation,  or  individual  to 
decline  to  make  a statement  to  the  bank  in  a 
confidential  way  as  a basis  for  credit.  These 
statements  are  systematical Iv  filed  and  held 
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sacred  in  the  credit  department.  There  is 
naturally  a great  temptation  for  a concern 
doing  a large  business  and  wishing  a liberal 
line  of  credit  to  make  the  best  possible  show- 
ing, and  the  credit  man  must  be  quick  in  his 
analysis  of  statements  to  detect  the  weak  spots 
in  such  an  exhibit.  He  .should  also  watch  the 
transactions  of  the  borrowing  concerns  that 
pass  through  the  bank,  and  should  determine 
the  nature  and  the  volume  of  deposits,  as  well 
as  carefully  examine  their  vouchers  to  ascer- 
tain how  the  money  borrowed  is  expended. 
Altogether  he  should  have  an  intelligent  run 
of  their  busine.ss  so  far  as  it  applies  to  his 
bank.  He  must  be  conversant  with  the  bill- 
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hook  and  report  to  the  bank’s  executive  hav- 
ing supervision  of  the  credit  department  on 
frequent  renewals  which  would  indicate  a 
tendency  upon  the  part  of  the  borrower  to 
make  the  bank  a partner  in  his  business ; that 
is  to  say,  if  the  concern  persistently  renews  its 
})aper  year  in  and  year  out,  without  variation, 
it  is  generally  a sign  of  financial  ill-health. 
It  is  an  indication  frequentlv  that  the  concern 
is  either  doing  too  much  business  for  its  capi- 
tal, or  that  it  is  disintegrating.  The  rates 
}>aid  by  the  borrower  should  also  be  carefully 
studied,  and  if  he  submits  to  anv  rate  that 
is  charged  him,  his  account  should  be  care- 
fully looked  into,  as  that  might  be  a straw 
to  show  that  the  rate  does  not  cut  much 
of  a figure,  so  long  as  he  can  secure  the 
principal. 

When  loans  are  constantly  renewed  in  a 
bank  for  a long  period  of  time,  the  borrower 
seems  to  get  it  into  his  head  that  he  will  never 
have  to  pay,  and  that  he  is  doing  the  bank  a 
favor  if  he  pays  the  interest  regularly.  It  will 
save  money  for  the  bank  if  it  will  at  the  earli- 
est opportunity  have  such  a borrower  liquidate 
his  indebtedness,  and  clean  up  his  line  of  ac- 
commodation at  least  once  a year. 

The  credit  man  must  be  a student  of  busi- 
ness conditions.  He  must  consult  the  trade 
pa})ers  to  know  of  general  conditions  of  the 
market,  and  the  prosperity  or  adversity  of  the 
trades  in  which  his  bank  is  particularly  inter- 
ested as  loaners  of  money. 
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Obviously  if  adverse  conditions  prevail  in 
certain  lines  of  trade,  it  would  not  be  well  or 
prudent  for  a bank  to  increase  its  lines  of  cred- 
it in  that  direction,  unless  the  concerns  to 
whom  the  money  is  loaned  are  good  beyond 
perad  venture.  Certain  lines  of  credits  are  more 
hazardous  naturally  than  others.  Staple  goods, 
such  as  food  products,  as  carried  by  grocery 
and  provision  concerns,  staple  dry  goods, 
staple  lines  of  hardware  and  boots  and  shoes 
are  considered  the  safest,  because  there  is  in 
good  times  and  bad  a fair  demand  to  be  sup- 
plied. On  the  other  hand,  concerns  dealing 
in  luxuries,  such  as  jewelry,  furs,  perishable 
goods,  fads  and  fancies  and  the  like  are  subject 
to  great  changes  in  the  prices  of  their  mer- 
chandise. When  hard  times  come  these  trades 
are  the  first  to  feel  it,  and  as  a consequence 
concerns  that  are  greatly  extended  are  likely 
to  go  to  the  wall.  It  is  also  well  for  a credit 
man  to  scatter  the  bank’s  risks  in  amounts,  in 
locations  and  in  trades,  so  that  if  a panic  or  a 
disaster  should  come  he  will  not  be  so  heav- 
ily loaded  with  one  line  that  his  bank  would 
be  materially  hurt. 

The  foundation  of  all  credit  is  character.  If 
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Benjamin  Franklin  says,  “The  most  trifling 
actions  that  affect  a man’s  credit  are  to  be  re- 
garded. The  sound  of  your  hammer  at  five  in 
the  morning  or  nine  at  night  heard  by  a cred- 
itor makes  him  easy  for  six  months  longer, 
but  if  he  sees  you  at  a billiard  table,  or  hears 
your  voice  at  a tavern  when  you  should  be  at 
work,  he  sends  for  his  money  the  next  .day 
and  demands  it,  before  he  can  receive  it,  in  a 
lump.  It  shows,  besides,  that  you  are  mindful 
of  what  you  owe;  it  makes  you  appear  a care- 
ful as  well  as  an  honest  man,  and  that  still  iu' 
creases  your  credit.” 

The  purchasing  of  commercial  paper  from 
brokers  in  the  open  market  has  come  in  these 
latter  days  to  be  a great  business,  and  if  these 
purchases  are  well  and  carefully  selected,  they 
constitute  one  of  the  best  liquid  assets  that  a 
bank  can  acquire.  Perhaps  it  would  interest  you 
to  know  a little  about  this  business,  and  I will 
take  a few  moments  in  passing  to  explain  it. 

It  is  estimated  that  upwards  of  five  hundred 
millions  of  dollars  of  commercial  paper  is  sold 
ill  the  course  of  a year  by  the  note  brokers  of 
this  City.  It  is  customary  for  them  to  receive 
a commission  of  b of  1%  brokerage,  but  in  cer- 
tain cases  this  commission  is  cut,  and  they 
make  trades  on  a net  basis,  that  is  to  say,  they 
will  take  paper  for  say  5%  net  to  the  maker, 
and  take  their  chances  of  selling  it  in  the  mar- 
ket a rate  that  will  not  only  make  the  brok- 
erage but  a little  additional  profit  as  well.  To 
show  you  the  practical  operation  of  this  busi- 
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ness,  we  will  take  3 case  for  illustration.  A 
i jobbing  dry  goods  concern,  we  will  say  in  a 
Western  city,  does  an  annual  business  of  four 
or  five  millions  of  dollars.  Certain  inducements 
are  offered  by  the  parties  from  whom  the  con- 
cern buys  for  anticipating  or  discounting  the 
payment  of  its  bills  before  maturity.  The  con-  ■ 
cern’s  banking  facilities,  based  upon  the  bal- 
ance carried,  enable  it  to  borrow  a round 
amount  of  monev,  but  the  house  finds  that  it 
can,  in  an  easy  money  market,  with  advantage 
place  its  paper  through  a broker  at  a lower 
rate  of  interest,  plus  the  commission,  so  the 
concern  sends  $100,000  to  its  broker  in  New 
York.  The  broker  has  investigated  the  house’s 
credit,  has  satisfied  himself  that  it  is  responsi- 
ble and  that  he  as  a broker  can  with  propriety 
offer  the  paper  in  the  market.  The  broker 
takes  the  notes,  and  if  he  is  sufficiently  well 
acquainted  with  the  concern,  will  remit  his 
check  therefor,  less  interest  and  brokerage,  and 
■ he  will  take  the  notes,  which  are  usually  in  de- 
nominations of  $5,000  to  $25,000  to  the  banks 
in  New  York  or  elsewhere,  who,  if  they  are  not 
already  informed  about  the  risk,  will  look  into 
it.  If  it  promises  well,  they  will  buy  the  notes 
on  an  option  of  a week  or  ten  days , that  is  to 
say,  the  bank  has  the  privilege  within  that  pe- 
riod of  still  further  investigating  the  concern, 
and  at  its  expiration  it  may  either  decide  to 
* keep  the  paper  or  return  it  to  the  broker.  At 


the  time  the  note  is  delivered  a Cashier’s  check 
is  issued  by  the  purchasing  bank  for  the  pro- 
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* ceeds,  that  is  to  say,  for  the  amount  of  the  note 
less  the  rate  of  discount  to  maturity.  If  the 
notes  are  returned  by  the  bank  because  the  in-  j 
vestigation  is  unsatisfactory,  the  broker  reim- 
burses the  bank  with  his  check  after  making  ^ 
})i’oper  allowance  to  the  bank  for  the  time  it  has  j 
carried  the  obligation.  The  broker  is  responsible  | 

' for  the  genuineness  of  the  notes,  but,  of  course,  , 
not  for  their  payment,  which  risk  is  assumed  ; 
by  the  bank,  in  consideration  of  which  it 
receives  the  rate  of  discount  agreed  upon.  ' 
When  the  bank  buys  a note  from  the  broker  for 
investment  the  matter  of  investigation  of  the 
merchant’s  responsibility  is  turned  over  to  the 
credit  department  with  such  instructions  from 
the  officer  who  has  its  administration  princi- 
pally in  charge  as  may  be  necessary.  The 
credit  man  sends  for  commercial  agency  re-  ; 
ports,  obtains  a statement  either  direct  or 
through  the  broker,  and  institutes  inquiries 
to  determine  the  general  standing  of  the  j 
concern,  its  custom  in  meeting  its  obligations, 
the  reliabilty  of  its  statement,  the  personal 
character  and  habits  of  those  who  have  its  man- 
agement  in  hand.  This  information  is  re- 
duced to  writing,  and  when  it  is  in  shape  and 
the  option  is  about  to  expire,  it  is  submitted 
in  this  form  to  an  officer  who  decides  for  the  , 
bank  whether  or  not  the  paper  is  to  be  retained,  j 
The  note  brokerage  business  in  New  York  ' 

' has,  as  stated,  greatly  increased  within  recent  , , 

years,  and  the  most  prominent  firms  here  have  | 
established  offices  in  the  principal  cities  of  the  ^ 
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West,  which,  because  of  the  country’s  unprece- 
dented prosperity,  is  now  competing  with  the 
East  in  all  lines  of  legitimate  investments. 

A bank  rarely  makes  loans  for  more  than 
six  months,  and  as  its  deposits  are  payable  on 
demand  (except  in  the  case  of  time  certificates 
of  deposit)  it  must  always  hold  itself  in  a po- 
sition where  it  can  recoup  and  keep  its  reserve 
of  intact.  The  first  line  of  reserve  is  nat- 
urally cash,  the  second,  quick  demand  loans, 
third,  commercial  paper  and  time  loans,  fourth, 
customers’  loans  and  discounts.  Commercial 
paper  bought  in  the  market  is  a quick  asset,  j 
for  the  reason  that  when  it  matures  there  is  no 
obligation  on  the  part  of  the  bank  holding  it 
to  renew  it,  and  the  maker  must  either  pay  the 
note,  or  allow  it  to  become  dishonored,  in 
which  case,  unless  he  can  make  some  quick 
arrangement  to  tide  him  over,  he  must  fail. 

It  is  quite  different  in  the  case  of  a note  dis- 
counted for  a customer,  who  because  of  the  fact 
that  he  carries  an  account  with  the  bank  feels 
that  he  is  entitled  to  consideration,  provided 
his  financial  condition  is  as  good,  if  not  better 
than  it  was  when  the  loan  was  made. 


The  credit  man  must  be  indefatigable.  He 
must  always  be  on  the  alert,  must  have 
his  ears  and  eyes  open  to  absorb  informa- 
tion either  of  a favorable  or  unfavorable  na- 
ture that  will  benefit  or  protect  his  institution. 
The  favorable  information,  if  reliable,  will 
naturally  take  care  of  itself,  and  wdll  work  no 
injurious  results,  but  the  principal  point  that 
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' the  credit  man  should  be  on  the  lookout  for  is 
the  possession  of  information  that  would  tend 
to  affect  unfavorably  the  credit  of  the  dealer 
with  the  bank.  It  greatly  assists  the  credit 
department  of  a bank  if  the  dealer  who  bor- 
rows money,  will  at  certain  periods  of  the 
year  have  his  books  of  account  examined  and 
audited  by  competent  experts,  and  be  able  to 
present  a certificate  to  that  effect.  This  prac- 
tice is  becoming  more  and  more  the  rule  in 
business,  and  will,  I feel  assured,  come  into 
more  general  favor  in  the  future. 

In  the  general  course  of  business  the  credit 
man  naturally  has  his  periods  of  anxiety  and 
depression,  especially  when  one  of  his  previ- 
ously believed  choice  risks  happens  to  come 
suddenly  to  financial  grief  without  warning, 
but,  on  the  other  hand,  he  experiences  times 
of  gratification  and  pardonable  elation  when 
he  finds  that  he  has  saved  his  bank  a heavy  loss 
by  reporting  adversely  on  a concern  which  in- 
dulged in  unbusinesslike  practices,  was  tardy 
in  meeting  its  obligations,  and  was  altogether 
a risk  that  should  not  be  assumed  by  his  in- 
stitution. 

On  the  general  broad  question  I am  sure 
that  we  all  want  to  be  credit  men  in  our  re- 
spective institutions  whether  or  not  we  are  in 
the  credit  department,  that  is,  we  want  to  do 
creditable  work  with  no  embarrassing  entries 
' against  us  in  the  debit  column.  That  every 
^ one  present  maybe  a “Credit  Man”  in  this 


sense  at  least  is  my  most  earnest  wish. 


/ 


